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Incomes for 1922.
AS SHOWN BY THE REPORT OF THE SECRETARY
OF THE TREASURY
By F. W. Thornton

So long ago as December 7, 1921, Secretary of the Treasury
Andrew Mellon formally reported to congress that the high sur
taxes on private incomes should be reduced to a maximum of
20 or 25%. He then stated that the high surtaxes were “rapidly
ceasing to be productive”; that they were “being evaded or
avoided”; and that they destroyed incentive to the useful
employment of the country’s resources. A short paragraph
read:
“There is not much incentive to men to take risks in any line
of industry when all the risk must be borne by the individual
and, if ultimately success comes, a large part of the gains is taken
away by the government in taxes.”
Tax-exempt securities were pointed out as a principal means
of tax avoidance.
On January 31, 1923, Secretary Mellon, in a letter to the
chairman of the New York Chamber of Commerce committee on
taxation, again urged that surtaxes should be reduced and that
issue of new tax-exempt securities should cease.
The idea then in the mind of Secretary Mellon grew until in
a letter dated November 10, 1923, addressed to Representative
Green, chairman, house committee on ways and means, a defi
nite programme for a new revenue act was offered.
Secretary Mellon furnished, along with this letter, certain
tables showing from 1916 to 1921 the disappearance from the
tax returns of incomes over $300,000. He argued that this
disappearance of income was directly a consequence of surtax
rates so high that they “put pressure on taxpayers to reduce
their taxable income, tend to destroy individual initiative and
. . . seriously impede the development of productive business.”
Amplifying and supplementing the data and reasoning of
Secretary Mellon The Journal of Accountancy, January,
1924, published the text of a letter from a member of the Amer
ican Institute of Accountants, addressed to the Hon. W. R.
Green, chairman of the ways and means committee, dealing
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with tax avoidance and giving tables that partly paralleled those
Mr. Mellon had furnished, but taking into account all incomes
over $100,000.
All these arguments were based on the federal income-tax
returns, which showed that between 1916 and 1921 81% of all
incomes over $300,000 had disappeared. Returns for 1922 were
not yet available.
Public and private criticism of Secretary Mellon and those
who support him was voluble and not too polite. In congress
and in the yellower newspapers the charge was freely made that
the secretary was concerned only with the interest of the wealthy
class, to which he belonged, and that he had picked out 1921—
admittedly a year of small profit—to support a theory invented
to help the poor rich.
A year has gone by, and now we have the figures of 1922—
no doubt Secretary Mellon had a fairly correct knowledge of
them in late 1923 and early 1924—and they show that the
secretary was right.
One feature appearing first in 1922 should be considered before
taking up the comparative figures. In this year the law pro
viding 12½% tax on net capital gains began to operate.
Is there any better proof that there are mice about than the
sight of one coming out of its hole when the cat goes away?
The mouse that came out of this hole in 1922 was a profit of
two hundred and forty-nine million from sale of assets held for
more than two years. This profit had become taxable at I2½%.
It should be noted that the transactions which gave rise to this
profit were all by taxpayers in the classes with incomes over
$30,000, classes with only
of 1% of the total number of
½
returns, and with only 12% of the total taxable income.
The appearance of this income was not the result of a reclassi
fication; it was quite new. In prior years there was no sub
stantial income from profits on capital sales, fully taxable, accru
ing to income classes over $30,000; and in 1922, just as in other
years, the great bulk of the fully taxable income from sales of
property was in the classes below $20,000. Even so, however,
incomes over $100,000 in 1922 included fully taxable profit on
sales of securities and property more than ten times as great as
in 1921.
At the end of this memorandum there appears the table of
Secretary Mellon as he gave it in 1923. He adopted $300,000
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income as a line of demarcation between those to be considered
as wealthy and the rest of us; there is also a table continuing
for another year that published by The Journal of Account
ancy in January, 1924, which was part of the letter from an
unnamed member of the American Institute of Accountants.
This table is so revised as to separate income derived from sale
of capital assets held over two years and shows the number of
returns as well as their amounts; it ignores all returns under
$3,000 so as to permit of a correct comparison with 1916. The
letter transmitting it in January, 1924, was correct then and is
correct now. It is worth rereading in the light of 1922 figures.
It could not be expected that the improvement in 1922 busi
ness should not have some effect upon the returns; but so far
as regards the returns of incomes over $100,000 the increase
was small, too small to bring up the total income to the figures
of 1920.
There have disappeared from the returns of incomes over
$100,000 between 1916 and 1922 three-fourths of the income
from business, etc., more than half the dividends, more than half
the rents and royalties, three-fifths of the interest and miscel
laneous income and some of the salaries. This, in spite of the
fact that the total income of all classes over $3,000 has doubled
in the period. Taking into account the rates of increase, we may
say, instead of what appears above, that there have disappeared,
of incomes over $100,000, that should have appeared in 1922,
seven-eighths of income from business, etc., three-fourths of that
from dividends, rents and royalties, seven-tenths of interest,
etc., and more than half of the salaries.
In 1916 incomes over $100,000 totalled 1,856 million dollars,
and in 1922 should have totalled 3,712 million. They actually
did total 892 million.
The number of returns for 1922 is of little value for comparison,
since it includes incomes brought into this class by reason of the
profit on sale of assets held over two years. If these could be
eliminated they would take with them a part of the apparent
income from dividends, business, etc., so that the disappearing
income is greater than the figures show—how much greater we
cannot tell.
The total amount of 1922 returns over $100,000 appears in the
government report as 892 million, as stated above, but, of this,
181 million is gain on capital assets held over two years, leaving
95
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711 million as income from ordinary taxable sources. Of this
711 million, part represents incomes otherwise below $100,000
but raised into this class by addition of capital gains. If the
capital gains of the class (totalling 181 million) be divided by the
number of returns (4,026) it appears that the average amount of
capital gain is $45,000 per individual. Confirming the deduction
to be drawn from this it is found that in 1921 there were 205 re
turns between $200,000 and $250,000, their mean average being
$223,000; in 1922 there were 210 returns between $250,000 and
$300,000, and after deducting the capital gain shown for this
class the average of other income was $218,000, so that at this
point the change in income classification due to profit on capital
assets held over two years was equal to a stepping up of incomes
into a class $50,000 higher.
Upon the whole it seems likely that 1922 returns, if purged of
all the influence of the modified tax on capital gains, would fall to
the level of 1921, notwithstanding the general improvement in
business.
The more the figures are studied the clearer it appears that
those who succeeded in devising means of avoiding excessive
tax rates in 1916-1921 experienced no change of heart in 1922 but
continued to avoid taxes except where, as in the case of gains on
capital assets, the tax rate became less confiscatory.
Well, this income disappeared from the classes over $100,000—
Where did it go? The total taxable income since 1916 has not
diminished but largely increased. The increase since 1916 is
mostly in the classes below $10,000. Does anyone think that
the rich have grown poorer and the poor richer to such an extent?
Is it not clear that income that must be reported by somebody
has moved, under the pressure of impracticable surtax rates, to
those with relatively small incomes, either by the splitting up of
incomes among the members of families or by transfer to those
with low tax rates of fully taxable income in exchange for nontaxable income transferred to those with high tax rates?
This is all of Secretary Mellon’s contention; it seems to be fully
demonstrated.
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2,145

1922
$3,867
2,400
744

2,103
$6,101
5,986

2,134
$4,726
5,691

$12,336
1,784,326

$10,417

1,597,772

$13,501

Number of returns ..................... 437,036 2,018,678

$6,299

T o ta l. ...................................

$6,845
6,656

2,382

$12,087
249

$4,821
1,478

1921
$2,952

944

$863

1916
$260
465
32

332
24
65

$136
$235
462
34
84

25.4 5.4
44.2 18.0
12.5 4.6
26.3 8.4

4.6 6.8
15.5 19.2
3.6 4.6
5.9 7.0

Income over $100,000
Amount
Percentage of total
1920 1921 1922 1916 1920 1921 1922

N o.

239

163

199

6,633

$463

$892

3,649 2,352 4,026

$1,856 $727

181

$711

1.51

.18

9.1
1.6

16.2 10.0

$1 ,735 $622 $394 $616 36.0
121
105
69
95
8.1

333

.15

1.2

8.3

7.7

.22

72.0

669
80
1,094
1,193
181
104
----------- ----------- ----------- ----------------------------------------------------------------------$9,227
$6,860
$8,204
$2,068 $861 $557 $815 30.1
9.3
8.1 9.9

1920
$4,709
2,584
699
1,235

All incomes over $3,000

Profit on capital assets ..............

Salaries.........................................

1916
Business, etc ................................ $3,390
Dividends..................................... 2,136
Rents and royalties ....................
644
Interest and miscellaneous.........
702
Gross income except salaries and ---------profit on capital assets ........... $6,872
General deductions and con
tributions ............................. 2,051

Source of income

I ncomes, Over $3,000, R eported for T axation , I n M illions of D ollars
A continuation of a table given in a letter to Hon. W. R. Green, chairman, ways and means committee, Nov . 26, 1923, and
published in T he J ournal of A ccountancy , January, 1924
1

Incomes for 1022
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6,787,481

5,332,76o
7,259,944
6,662,176

4,425,114

437,036
3,472,890

537

1,296
1,015
627
679
395
246

N ovember, 1923

$21,086,964,947

To which may be added

$6,298,577,620
13,652,383,207
15,924,639,355
19,859,491,448
23,735,629,183
19,577,212,528

All classes

$252,141,342

246,354,585
153,534,305

731,372,153
401,107,868
440,011,589

$992,972,986

$300,000

Incomes over

Net income

of

$4,402,879,996

$3,217,348,030
3,785,557,995
3,873,234,935
3,954,553,925
4,445,145,223
4,167,291,294

$229,442,901

229,052,039
155,370,298

616,119,892
344,111,4 61
3 14,984,884

$706,945,738

Dividends and interest
on investments
Incomes over
All classes
$300,000

In 1922 capital gain is omitted from the amount of income but the number of 1922 returns over $300,000 is increased by the number
brought into this class through the inclusion of 114 million dollars capital gains.

1922..................................

1920..................................
1921 ..................................

Year
1916 ..................................
1917 ..................................
1918 ..................................
1919 ..................................

Number of returns
Incomes over
All classes
$300,000

T able 2—Secretary M ellon ’s T able
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